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INTRODUCTION 
Since independence, and especially after 1970, the Malaysian government has tried to 
promote a balance of economic activities through major efforts to expand modem sector 
activities, particularly in the less developed states, shifting the emphasis from the 
agricultural sector to the manufacturing sector. It is hoped that the manufacturing sector 
will increase economic opportunity as well as monthly income, decrease poverty and 
unemployment in the less developed areas through diversification of economic activities 
in the less developed states to generate higher economic growth and by dispersing new 
development and growth especially to less developed regions. Besides that, the 
manufacturing sector was seen as the main tool to spearhead the restructuring of economic 
activities and society. 
Although a study by the World Bank showed that Newly Industrialised Economies (NIE) 
countries which have rapid export growth and miracle records of economic growth have 
significantly reduced absolute poverty, improved human welfare and reduced the 
inequality of income distribution during 30 years before the onset of financial crisis in 
the middle of 1997 (World Bank, 1993; Nakao, 1997; Ishak, 2000a, 2000b), it did not 
show how this rapid growth creates inequality of economic growth among regions in 
that particular country. In other words, the general relationship between economic growth 
and poverty reduction is clear: growth will decrease poverty (World Bank, 2001 :52). 
However, rapid (high) growth did not occur in all regions but was restricted to 
manufacturing based regions. Economic growth would be greater in regions with high 
inflow of foreign direct investment (FDI), greater export-oriented products, high labour 
productivity and value added per worker. In addition, differences in the background of 
labour that are due to differences in the demographic and economic character also result 
in unequal growth among regions. In other words, less developed states (or region) will 
remain less developed without support by the comprehensive industrial dispersal strategy. 
The discussion in this chapter will attempt to establish the general demo-socio-economics 
pattern of the less developed states and to examine the extent to which government 
policy has influenced the pattern of regional inequalities in Peninsular Malaysia. 
MORE DEVELOPED AND THE LESS DEVELOPED STATES 
Since 198 1, states in Malaysia have been aggregated into six regions (Malaysia 198 1). 
Each region consists of a contiguous landmass, which is in a more or less uniform stage 
of development and may encompass an entire state or group of states. In general, these 
regions share similarities in resources and in terms of economic activities, and have been 
dominated by single metropolitan area (growth centre). 
Peninsular Malaysia consists of four regions wh~le East Malaysia consists of two regions 
(Figure 2.1). Since 1981, states in Malaysia have been divided into three categories 
based on their level of GDPper capita. There are two high-income states: Federal Territory 
of Kuala Lumpur and Selangor. There are eight middle-income states: Johor, Melaka, 
Negeri Sembilan, Pahang, Perak, Pulau Pinang, Sabah and Sarawak. Finally there are 
four low income states: Kedah, Perlis, Kelantan and Terengganu. However, GDP per 
capita is not a good enough measure to compare the development between states. This is 
because growth is a part of development and growth of GDP is not the only objective of 
development. Growth actually refers to a quantitative increase in GDP while development 
is conceptualised as qualitative changes in non-economic variables. Therefore, starting 
in 2001, the composite development index has been used and states in Malaysia have 
been divided into two categories based on level of development (Malaysia, 2001a). The 
composite development index comprises ten indicators; GDP per capita, unemployment 
rate, urbanisation rate, registration of car and motorcycle per 1,000 of population, poverty 
rate, population provided with piped water, population provided with electricity, infant 
mortality rate and number of doctors per 10,000 of population. Based on these indicators, 
states in Malaysia have been divided as follows: 
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DEMOGRAPHIC OF THE LESS DEVELOPED STATES 
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The unbalanced population growth in Peninsular Malaysia between states and regions 
was mainly due to the differences in net migration and natural increase. Population increase 
in peninsular Malaysia has strong linkages to the economic growth rate and employment 
opportunity. 
m e  rate of population growth more recently has slowed down with a declining fertility 
rate as the country progressed towards a developed nation status. Peninsular Malaysia is 
well along the path of a modem fertility transition'. However, the decreasing fertility 
rate was different between states and ethnic groups2. In general, there is the inverted 'U' 
shaped relationship between female education and fertility. However, the shape is more 
apparent in the more developed states rather than in the less developed states3. 
As a developing country, Malaysia has a young population. In 1970, the median age in 
Peninsular Malaysia was only 17.6 (Table 2.1 ). Median age divides the distribution of 
the population into two clusters. Median age is 2xpected to continue to decrease to 23.9 
in 2000 and to 25.3 in 2005 (Malaysia 2001b, Eighth Malaysia Plan 2001-2005. Table 4- 
1. p.89). Over time, the median age increased to 19.9 in 1980 and to 22.0 in 1991 as a 
result of the decline in fertility and increase in life expectancy as well as external in- 
migration. Difference in net out-migration was the other factor that contributed to the 
scattered median age among regions or states. 
Table 2.1 
Median Age by States and Regions 
REGIONIS tate 1970 1980 1991 
Perlis* 19.5 21.9 23.0 
KEDAH* 17.6 19.5 21.8 
Pulau Pinang 18.9 22.0 25.3 
Perak 17.2 19.3 22.5 
Northern 18.3 20.7 23.1 
Pahang* 17.1 18.6 19.5 
Kelantan* 18.1 18.4 18.4 
Terengganu* 17.3 18.4 18.6 
Eastern 17.5 18.5 18.8 
Selangor 17.1 20.4 23.1 
N.Sembilan 16.3 19.1 21.5 
Melaka 16.5 19.4 22.6 
K.Lumpur 19.4 22.1 15.1 
Central 17.3 20.3 23.1 
Jo hor 16.3 19.0 22.3 
Southern 16.3 19.0 22.3 
Peninsular Malaysia 17.6 19.9 22.0 
Urban 18.9 21.3 23.3 
Rural 16.7 18.7 20.2 
* Less Developed States 
Sources: Malaysia 1975, General Report Population Census of Malaysia 1970. Vol.1: 353 
Malaysia 1983, General Report Population Census of Malaysia 1980, Vol. I : 15 
Malaysia 1995. General Report Population Census of Malaysia 1991, Vol. 1 : 54 
The median age of the population in the states of Pahang, Kelantan, Terengganu; that is 
the Eastern region, is relatively lower than the Peninsular Malaysia average age for the 
year of 1970, 1980 and 1991 as the outcome of higher fertility rate, while in states such 
as Perak, Melaka, Negeri Sembilan and Kedah, they have a small median age especially 
for the year 1970 and 1980 because of high numbers of out-migration to the developed 
states. Besides this, relatively higher fertility rates together with lower life expectancies 
in the rural areas resulted in greater median age in these areas. For example, in 1991, half 
the population in the urban areas was below the age of 23 years compared with only 20 
years in the rural areas. 
The profile of different median age among states or regions in Pcninsular Malaysia has 
strong lmkages with the level of urbanization in that region or state. States such as Selangor, 
Pulau Pinang and Kuala Lumpur with high levels of urbanisation tend to have high 
median age, while Kelantan, Terengganu and Pahang, have a lower median age as well 
as urbanisation rate. Median age in these states was lower as the result of higher fertility 
rate with lower life expectancies. 
The change in the age structure especially resulting from the drop in fertility also resulted 
in a broad change in the total dependency ratio3 in Peninsular Malaysia. Over a period of 
30 years, the dependency ratio in Peninsular Malaysia changed from 88.6 in 1970 to 
58.8 in 2000, a decrease of 34 percent. Indeed, the dependency ratio fell in all states or 
regions in the corresponding period (Table 2.2). The drop in the dependency ratio was 
due to the increase in the proportion of the working age population of 15-64 years and 
the reduction of the population below 15 years as well as slower growth of the population 
aged 65 years and above. The working age population grew at a faster rate than that of 
the population below 15 years and the total population as a whole. 
However, because the change in the age structure was different among states or regions, 
the dependency ratio was far from uniform. Again, the profile of different dependency 
ratio has strong linkages to the urbanisation level in that region or state. More urbanised 
states (manufacturing-based economies) as well as high in-migration such as Selangor, 
Pulau Pinang and Kuala Lumpur tend to show the lowest dependency ratio; while. 
Kelantan, Terengganu and Pahang (agricultural based economies), show the reverse. In 
these states, the high dependency ratio was because of the high fertility ratio (especially 
by the Malay ethnic group) that made the young age dependency ratio5 greater compared 
to the other states. Although in some states, the old age dependency ratio6 increased, the 
high percentages of decrease in young age dependency ratio compared to the increase in 
old age dependency ratio continually made the total dependency ratio decrease. 
Regional policies were given increasing importance in order to bring about a more 
balanced distribution in population and economic activities. Under the New Economic 
Policy (NEP) (1971-1990), regional policies in population distribution was focused on 
redistribution of the population through rural-to-rural migration and rural-to-urban 
migration strategies. Rural-to-n~ral migration involved migration from traditional 
agricultural sector to more modem agricultural sector; from less developed states to new 
land development schemes, while rural-to-urban migration involved migration from 
traditional agricultural sector to manufacturing and services sector; from less devcloped 
states to more developed states. Significant aspects of this policy were initially to develop 
the new land development schemes, infrastructural facilities and then create the new 
centres in or near that particular area. This new growth centre will then be supported 
by a location incentive strategy (industrial dispersal strategy). 
Table 2.2 
Total Dependency Ratio by Region and State 
REGIONIState 1970 1980 1991 2000 
Perlis* 80.7 67.7 70.9 62.8 
KEDAH* 89.6 77.2 73.4 66.4 
Pulau Pinang 80.2 63.5 54.8 47.1 
Perak 93.2 81.2 75.2 63.0 
Northern 88.6 75.0, 69.1 59.8 
Pahang* 94.0 82.8 78.6 56.7 
Kelantan* 91.6 86.2 92.1 8 1 
Terengganu* 95.2 85.7 87.7 71.7 
Eastern 93.2 84.8 86.1 69.7 
Melaka 99.4 75.7 71.7 63.5 
K.Lumpur 54.5 53.7 43.7 
Central 80.4 66.9 60.9 51.1 
Johor 100 79.1 67.5 58.7 
Southern 100 79.1 67.5 58.7 
CV 10.20 12.86 16.49 17.18 
P.Malay sia 
Urban 
Rural 98.0 84.0 79.0 
* Less Developed States 
Source: Malaysia 1995. General Report Population Census of Malaysia 1991, Vol.1: 55 
The government also used rural-to-urban migration as a strategy to reduce poverty in the 
rural areas (Malaysia, 1975). Even though the disparity in poverty decreased during the 
1970s and 1980s, it was still relatively high in the rural areas, and was a contributing 
factor in the migration process (Malaysia, 1996). According to the experience of this 
country in the period between 1971-1990, rural-to-urban migration reduced poverty and 
economic disparity between the rural and urban areas. Rural-to-urban migration seems 
to be a mechanism that allows some of the disadvantaged rural population to partake in 
a small measure of the resources disproportionately concentrated in urban areas. This 
means that the rural-to-urban migration in this country, especially during 1971-1990, 
has contributed not only to economic development but also to income distribution (Seers, 
1977). 
Discussions on rural-urban migration will not be complete without looking at the impact 
of this phenomenon on the rural population. While rural-urban migration usually helps 
to reduce the over-supply of labour in the rural areas, it also tends to affect the age 
distribution of the rural population, since most of the migrants are youngsters. Thus, the 
majority of the rural folk are mostly of old age, and those who or younger than 15 years 
of age. Official figures have shown that 64.1 percent of farmers in Peninsular Malaysia 
are over 45 years old. This factor, coupled with increasing production costs, has led 
many farmers to abandon their land; a problem that is becoming more serious of late. In 
addition, the old age problem has hampered new technology from being introduced in 
rural areas, thus reducing output productivity of the farmers. In fact, there is a high 
correlation between rural poverty and lack of younger farmers in rural areas (Ishak and 
Asan, 2001). 
The migration of youths has left the elderly to work on their land. The children of small 
farmers are not interested in the agricultural sector, thus resulting in a lack of labour in 
this sector. The manufacturing sector, not only offers higher wages, but also prestige and 
better living. Most of the household heads are old, and being supported by children that 
are working in other sectors. These farmers do not rely on agricultural income, resulting 
in low farm productivity and higher average costs (Abdul Malik, 1998). 
Low monthly income in the agriculture sector was the main rural-to-urban "push factor"' 
Plantation workers, especially rubber tappers earn lower mean monthly income than 
other workers in other sectors. For instance, plantation workers only earned a mean 
monthly income of about RM258 per month, much lower compared with general labourers 
(RM3 15), production operators (RM480), watchmen (RM491), and lony drivers (RM673) 
respectively in the electronic and electronic industries in 1989. 
The services sector, waiters and waitresses in the hotel industry earned mean monthly 
income of about RM630 and office boys in the banking industries about RM492 
(Ramachandran & Shanmugam 1995). For the smallholder farmer, large fluctuations in 
the price of commodity products (especially rubber)R, was the other rural-to-urban "push 
factor" to move to other permanent jobs especially in the manufacturing sector, where 
the salary was high and relatively consistent (pull factor). Although since 1986, efforts 
have been undertaken by the Labour Ministry to encourage the unemployed to work in 
plantations areas, the results have not been very encouraging (Business Times 1990:47). 
To overcome this problem, the government encouraged migration of unskilled foreign 
workers from Indonesia to work in the agriculture sectors to fulfil the shortage of workers 
in this sector. 
The economic growth in Peninsular Malaysia is generally based in the more developed 
states. The government has diversified the economic activities in these regions by 
introducing manufacturing industries and it relatively reduces the important role of the 
agriculture sector. In addition, the urbanisation process also creates a large population in 
these areas. This situation in fact, will not only lead to the income differential between 
urban and rural areas, but also to poverty problems in the urban area. This situation is 
related to education level1 basic experience, old age, a large family, lack of job 
opportunities andlor inappropriate jobs. In more developed states, manufacturing and 
services industries are well developed. In contrast, the importance of primary industries 
is declining in these states. 
There is an inverse relationship between the education level and the poverty rate. This 
means that when the education level is getting higher, the poverty rate gets lower (Mohd 
yusuf, 1990). It is undeniable that an educated and experienced worker will migrate to 
the developed regions and the inexperienced ones will remain in the less developed state 
(Pryor, 1976). This creates a lower technological industrial environment in the less 
developed states giving rise to such industries as food processing, drinks, furniture, paper 
rubber products and non-metal products. These industries not only provide 
lower labour product ability but also lower wages (Anuwar, 1983). 
In fact, most of the professionals, technicians, administrators and managers work in the 
well-developed regions. This has a close relationship with experience and education 
level. The percentage of the population that has been to school (literacy rate) in these 
states is high compared to the less developed states. Most of the people in less developed 
states work in the agriculture, farming, forestry and fishery industries. These states have 
a slow population growth, as a result of those who are educated and well experienced 
migrating to the developed regions and those who are inexperienced being left behind. 
Besides that, these regions also have to deal with problems of poverty. Perhaps only 
lower-end technological industries are involved in these regions. Of course, these 
industries are more suitable for the population as they only require inexperienced and 
less educated labour. Besides that, the number of towns in these states is relatively small 
compared to the number of towns in the more developed states. Thus, the development 
in these regions will be slow because it cannot cope with the business flow between the 
towns/regions (Asan, 1998). 
Meanwhile, migration among the age group of 15-64 will raise the dependency ratio 
among those who live in the region. Besides this, the gender ratio will also increase as 
large numbers of males migrate to another place. Indirectly, this will lead to the inequality 
of development among the regions. For example, in 2000, dependency ratio in the state 
of Kelantan (one of the less developed states) was 81.0 compared to only 50.4 in the 
state of Selangor. In terms of rural-urban dependency ratio in 2000, the dependency ratio 
in the rural areas was 79.0 while in the urban areas, it was only 58.0 (also refer Table 
2.2). 
In Kedah, the number of females is higher than the males at a ratio of 1 :1.3 (100 males 
for every 130 females). The male migration causes the inequality. This inequality in 
gender distribution is linked to migration especially by males to more developed states. 
Migration more or less can reduce the population aged below 14 and increase the number 
of people above 65 years in the rural area. On the other hand, the percentage of population 
between 15-64 years is greater in the urban area. The reduction of males aged between 
15-65 in the rural areas is due to the migration among the states. This makes the number 
of females higher when compared to the males. Only at the age of below 15, are there 
more males than females. The population between age 25-35 mostly live in the urban 
area whereas population between age 30-40 most probably live in rural areas. This is the 
result of inequality of the population distribution based on gender. For those aged below 
18, the number of males is higher than females. This situation can be seen both in the 
urban or rural areas (Figure 2.2). But after the males complete their secondary education 
(ages 17-1 8), they start to migrate and when they reach the age of above 50 years, they 
will return to their homesy. This is another factor that creates inequality in gender 
distribution. Migration from the agricultural areas to the industrial areas as well as from 
a small to a big town will lead to a slow growth rate in the rural area. Besides this, 
migration to developed stateslareas will reduce the number of labour force in the 
agricultural sector and plantation estates will have to use foreign workers to overcome 
this problem. This will create the reduction of economic chains among the regions (Asan, 
1998). 
Figure 2.2: Kedah: Rural and Urban Population 
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Source: Asan Ali, 1998 
ECONOMICS OF THE LESS DEVELOPED STATES 
The manufacturing industry (second sector) is often thought of as the engine of economic 
growth for a country. However, this sector is often concentrated in the urban areas, and 
thus created a large migration of people from the rural areas to the major cities such as 
Kuala Lumpur, Petaling Jaya, Pulau Pinang and Johor Bahru. Although the urbanization 
ratelo in Peninsular Malaysia increased rapidly since 1970, it was more concentrated in 
the more developed states. 
However, in terms of distribution of urbanisation ratio in Peninsular Malaysia from 1970 
to 2000, it shows a good response to the government policy. The ratio of urbanisation 
rate of Kuala Lumpur to the other areas decreased (Table 2.3). For example, the ratio of 
urbanisation rate of Kuala Lumpur to Kedah decreased from 7.9 in 1970 to only 2.6 in 
1995. In general, in 2000, the ratio of urbanisation rate of Kuala Lumpur to other more 
developed states was around 1 to 2, while for the less developed states, it was around 2 to 
3, compared to 1980; the ratio of urbanisation rate of Kuala Lumpur to other more 
developed states was around 2 to 3, while for the less developed states, it was around 2 to 
1 1. The urbanisation rate in the more developed states, ranged from 25.5 percent to 100 
percent in 1970 increasing to 55.0 percent to 100 percent in 2000. The urbanisation rate 
in the less developed states, ranged from 0.0 percent to 27.0 percent in 1970 increasing 
to 33.8 percent to 49.4 percent in 2000. It shows that the distribution of urbanisation rate 
in Peninsular Malaysia has become more equal. 
Table 2.3 
Urbanisation Rate by State, 1970-1995 
- - 
Urbanisation rate 
1970 1980 1985 1990 1995 2000 
More developed states 
Selangor 45.0 34.2 34.5 55.3 80.8 88.3 
Pulau Pinang 50.7 44.7 49.3 60.4 77.0 79.5 
Perak 27.5 32.2 32.3 33.6 56.2 59.5 
Johor 26.3 35.2 35.3 43.7 54.4 63.9 
Melaka 25.1 23.4 23.3 23.3 49.5 67.3 
Negeri Sembilan 21.5 32.6 32.6 42.1 47.3 55.0 
Kuala Lumpur 100 100 100 100 100 100 
Less developed states 
Terengganu 27.0 42.8 42.8 51.1 46.6 49.4 
KEDAH 12.7 13.9 14.4 16.0 35.1 38.7 
Kelantan 15.1 27.7 27.7 32.1 33.5 33.5 
Pahang 19.0 26.2 26.2 24.6 35.0 42.1 
Perlisa - 8.7 8.8 11.2 29.6 33.8 
- -  - - 
Katio Kuala Lurnpur to the others 






Negeri Sembilan 4.7 3.1 3.1 2.4 2.1 1 .X 
Kuala Lurnpur 1.0 1.0 1.0 1.0 1.0 1 .O 
Less developed states 
Terengganu 
KEDAH 
Kelantan 6.6 3.6 3.6 3.1 3.0 3.0 
Pahang 5.3 3.8 3.8 4.1 2.9 2.4 
Perlisa - 11.5 11.4 8.9 3.4 3.0 
TPe i s .  urbanisation rate 1970 = 0 
Source: Asan, 2004, p. 108 
Although, generally, the urbanisation rate has increased in less developed states (due to 
the increase of new economic activities), high out-migration still occurred in the less 
developed states. This phenomenon occun-ed mainly because of the large disparity of 
wages between the less developed states and more developed states. For example, in 
1984, the average monthly household income in Kuala Lumpur was 3.1 times higher 
than that in Kelantan (Table 2.4). Although in 1999, the ratio of mean monthly household 
income in Kuala Lumpur to other states had decreased, it still is at least 2.5 times higher 
than that in less developed states. This ratio, in the less developed states, ranged from 3.1 
to 2.5 in 1999. 
Undeniably, the ,combined effect of the deliberate poverty eradication policies and the 
rapid growth of the economy led to a decline in the incidence of poverty in all states in 
Peninsular Malaysia. Incidence of poverty in Malaysia obviously decreased from 49.3 
percent in 1970 to 29.2 percent in 1980 and from 17.1 percent in 1990 to only 7.5 percent 
in 1999. In another words, incidences of poverty have decreased 85 per cent since the 
implementation of the NEP, which was attained through rapid socio-economic 
development with significant participation of the poor. 
Table 2.4 
Mean Monthly Household Income by State, 1984 and 1999 
State 1984 Ratioa 1999 Ratio" 
Less developed states Kelantan 500 3.1 1,314 3.1 
KEDAH 552 2.8 1,612 2.5 
Terengganu 604 2.5 1,599 2.6 
Perlis 553 2.8 1,43 1 2.9 
Pahang 767 2.0 1.482 2.8 
More developed states Perak 706 2.2 1,743 3.4 
Melaka 83 1 I .8 2,260 1.8 
Negeri Sembilan 83 1 1.8 2,335 1.8 
Johor 85 1 I .8 2,646 1.6 
Pulau Pinang 946 1.6 3,128 1.3 
Selangor 1,27 1 I .2 3,702 1.1 
Kuala Lumpur 1.535 1 .0 4.105 I .0 
"ratio of mean monthly household Income Kuala Lumpur to other states 
Sources: Hashim Shirecn-Mardziah, 1998, p. 73 
Asan: 2004, p. 110 
The improvements made in respect to poverty eradication in Peninsular Malaysia are 
shown in Table 2.5. Despite the substantial progress made, poverty remained a problenl 
in the less developed states, especially in Kedah, Perlis (in the Northern region) and 
Terengganu and Kelantan (in the Eastern region)". In these states, the poverty rate was 
still relatively high, ranging from 1l.S percent to 22.9 percent in 1999. In the more 
developed states, the poverty ranged only from 9.1 to 0.5 in 1999. In less developed 
states, besides the high incidence of poverty that existed in the beginning of the NEP, the 
agricultural sector remained important in these particular states. In most developing 
countries including Malaysia, poverty rate was high in  the agricultural sector especially 
among the small holders (Williams, 1991 : Malaysia, 2001b). In Malaysia, the incidence 
of poverty in the agricultural sector only decreased from 68.3 percent in 1970 to 46.1 
percent in 1980. while the decline in the non-agricultural sector was relatively faster, 
from 27.8 percent in 1970 to 16.8 percent in 1980 (Malaysia, 1981). 
Table 2.5 
Incidences of Poverty by State 
State 1970 1987 1990 1995 percent 
change 
1970- 1995 
More developed states Kuala Lumpur 5.2 3.8 0.5 -96.4" 
Johor 45.0 11.1 10.1 3.1 -93.1 
Selangor 29.2 8.9 7.8 2.2 -92.5 
P.Pinang 43.7 12.9 8.9 4.0 -90.8 
Melaka 44.9 11.7 12.4 5.3 -88.2 
N.Sembilan 44.8 21.5 9.5 4.9 -89.1 
Perak 48.6 ' 19.9 19.3 9.1 -81.3 
- 
Less developed states Pahang 43.2 12.3 10.3 6.8 -84.3 
Perlis 29.1 17.2 11.8 -80.0h 
KEDAH 64.5' 31.3 30.0 12.2 -80.0d 
Terengganu 68.9 36.1 31.2 23.4 -66.0 
Kelan tan 76.1 31.6 29.9 22.9 -69.9 
"percent change 1982-1995 
percent change 1976- 1 995 
' Kedah including Perlis for the 1970 data 
percent change 1976- 1995 
Source: Asan, 2004, p. 11 1 
There has been good response to policies to increase manufacturing activities in the less 
developed states. Since 1970, the percentage contribution to GDP by the agriculture 
industry decreased rapidly in all states (and regions). Decrease in the GDP by the 
agriculture sector has been taken over by an increase in manufacturing industry. The 
importance of agriculture as a main contributor to GDP in the less developed states has 
decreased by about 63.8 percent (from 48.6% in 1970 to 17.6 percent in year 2000) 
(Table 2.6). Meanwhile, the percentage contribution by the manufacturing industry 
increased drastically by about 308 percent (from only 6.3% in 1970 to 25.7% in year 
2000). In terms of geographic region, GDP percentage by agriculture industry decreased 
more in the Northern and Eastern regions. 
At the same time, economic structure in more developed states was not static, and also 
changed towards industrialisation. Although the percentage contribution by manufacturing 
industry increased less than in the less developed states (about 172%) in the same period, 
the decrease in percentage of the GDP by the agriculture industry was more (about 67%) 
than that in the less developed states. As an example, in the Central region (comprising 
the four more developed states; Selangor, Kuala Lumpur, Melaka and Negeri Sembilan), 
the percentage GDP by agricultural industry decreased by about 79 percent, the highest 
compared with other regions. 
Table 2.6 
Percentage of GDP by Industry of Origin and Region: 
1970,1980,1990 and 2000 
Agriculture, 1970 34.0 42.6 19.3 41.0 48.6 25.4 30.2 
forestry. fishing, 1980 18.4 35.6 11.5 32.8 28.9 16.3 19.3 
etc. 1990 21.7 20.7 6.9 29.4 25.1 13.2 16.0 
2000 15.0 15.2 4.0 17.2 17.6 8.3 10.4 
Percentage decrease -55.9 -64.3 -79.3 -58.0 -63.8 -67.3 -65.6 
Manufacturing 1970 9.3 6.3 19.1 14.0 6.3 15.3 13.4 
1980 18.0 10.5 28.5 23.8 7.0 27.1 22.2 
2000 36.5 21.2 44.0 40.8 25.7 41.6 38.0 
Percentage irzcrease 292.5 236.5 130.4 191.4 307.9 171.9 183.6 
Source: Asan: 2004. p. 134 
Although in all states the percentage GDP by agriculture decreased and percentage GDP 
by manufacturing industry increased, the gap between states in the GDP by manufacturing 
industry still occurred. However, this gap decreased since the implementation of the 
NEP. The GDP by manufacturing industry ratio to the highest state (Selangor) decreased 
rapidly from a range of 13.7 (Kelantan) to 2.3 (N.Sembilan) in 1970, to 8.7 (Kelantan) to 
1.2 (P.Pinang) in year 2000. If Kelantan is not included, the range in 2000 is only between 
3.1 (Pahang) to 1.2 (P.Pinang) (Table 2.7). 
Table 2.7 
Ratio of Manufacturing GDP Distribution by Statea 
GDP Manu- 
facturing 1970 2.8 13.7 7.3 2.3 4.7 2.8 4.0 1.0 11.7 
1980 4.0 19.3 15.1 35.4 8.4 4.7 6.8 1.9 5.7 1.0 17.6 
1990 2.9 6.3 4.6 17.2 2.7 2.8 6.4 1.4 4.6 2.2 1.0 5.8 
2000 1.6 2.7 2.6 8.7 1.8 1.9 3.1 1.2 2.6 2.2 1.0 2.4 
"atio to the Selangor state 
Source: Asan, 2004, p. 135 
CONCLUSION 
Since 1956, under the First Malaya Plan and especially after 1970, the manufacturing 
sector was seen as the main tool to spearhead the restructuring of economic activities 
across regions. This is because industrial imbalance has an important relationship to the 
imbalance of household monthly income, poverty and unemployment. The industrial 
dispersal strategy was incorporated in the five year Malaysia Plans. In order to promote 
industrial activities in the less developed states, the government introduced the concept 
of 'development areas' under the Investment Incentives Act, 1968; 'location incentive 
schemes' under the Investment Incentive Act, 1971 ; and 'East-Coast corridor' under the 
Investment Incentive Act, 1986. Industries located in those particular areas will get benefit 
through tax holidays and investment allowances that look attractive to private investors. 
It was hoped that these incentives would increase manufacturing activities in the less 
developed states which recorded less monthly i ~ c o m e ,  high poverty and high 
unemployment rates as well as out-migration. 
However, the location incentives were less effective; projects approved under this incentive 
were small compared to other incentives - it only accounted for less than three percent of 
the approved manufacturing projects with incentives. Most industries were still located 
in the more developed states mainly due to established manufacturing activities in those 
areas with easy access to infrastructure, services industries and large labour and consumer 
market. Although the cost of land (industrial area, especially developed by the private 
sector) in the more developed states was relatively high, the investors were still willing 
to locate their firms in the more developed states after taking into consideration the 
deduction of production cost from the location incentives if the firm was located in the 
less developed states. The advantage from positioning the firm in the more developed 
states was more than the advantage from the location incentive. 
One disadvantage in the redistribution of manufacturing activities in Peninsular Malaysia 
was because of the Free Trade Zones (FTZ) industries strategy. Investors in FTZ were 
mainly FDI, export-oriented and capital-intensive industries. From the beginning (since 
1970), FTZs were located in the more developed states mainly due to the infrastructure 
network, which provided easy access to service industries. The FTZs were developed 
close to well-established industrial estates and infrastructure network mainly to generate 
backward and forward linkages to other industries as well as to make them more attractive 
to the FDI. Because the FTZ, were more on export-oriented products, it was more 
convenient to locate them to close the ports. However, the major ports in Peninsular 
Malaysia were located in the more developed states; Port Klang in the state of Selangor 
and the Pasir Gudang harbour in the state of Johor (beside the Singapore harbour). 
Even though the numbers of existing industrial estates in the less developed states have 
increased, the size (hectare) was small and the government developed all of them. The 
industries located in the less developed states were Small and Medium Industry (SMI) 
and were labour incentive. It was based more on resource-based (wood and rubber) and 
food manufacturing industries and focused on domestic products than exported-oriented, 
while the more developed states concentrated more on electronic (and machinery) goods. 
These industries were capital-intensive and export oriented (mainly dominated by the 
FDI in the FTZ). 
Labour intensive industries showed more dispersal across regions (such as food. beverages 
and tobacco, wood and products, rubber industries, and non-metallic minerals), while 
high technological industries (such as textiles and clothing, paper and printing and metal 
product, machinery) remained concentrated in the more developed states. This scenario 
has a close linkage with the background of the labour market in that particular state 
which has less educated and experienced workers. Although the FDI was more dispersed 
compared with domestic investment, but the number in the less developed states was 
still low and was more on labour-intensive manufacturing activities mainly because the 
cost of hired labour is relatively cheap. 
In conclusion, it was difficult for the government to increase manufacturing activities in 
the less developed states especially the capital-intensive industries. Most of the industries 
were labour-intensive which, recorded low productivity and output growth rate that then 
slowed the process of convergence in the less developed states. Three strategies have 
been implemented to overcome the above problems. The strategies are increasing quality 
of life, including education and infrastructure; giving extra incentive for the capital oriented 
industries; and increasing government investment in the subsidiary companies in the 
less developed states. However due to the 'disadvantages cycle'(for more details about 
the 'disadvantages cycle', see also Asan, 2004, p.192-196, 202-209) the convergence 
process in the less developed states remain unchanged. 
Increasing education and infrastructure in the scenario in which the industrial activities 
in the less developed states remain unchanged (less number of industries and low wage 
rate) make the out-migration to increase continually. Further incentives (under the 
Investment lncentive Act) for the capital oriented industries to be located in the less 
developed states were also unsuccessful mainly because of the background of the labour 
supply that was less educated and in experienced. Finally, even though the government 
has invested in the subsidiary companies (capital-intensive industries) in the less developed 
states, those industries were more capital driven and with less contribution from the TFP. 
It did not help much in the process of convergence because of the low growth rate of the 
manufacturing output. 
Generally, we can agree with the relationship between economic growth and poverty 
reduction; growth will decrease poverty. In Peninsular Malaysia, when monthly income 
increased, poverty decreased rapidly, especially for the Malay ethnic group. At the same 
time, the standard of living among the Malay population in the less developed states and 
the number of Malay population in the more developed states have increased, whilst 
unemployment decreased in all regions. Labour demand was increasing at a faster rate 
than labour supply especially in the more developed states (where there are greater 
employment opportunities). In this scenario rural-to-urban migration acted as an important 
'safety valve' for the more developed states although in general it caused demographic 
problems in the less developed states. In other words, the migration of labour from the 
agriculture sector (rural areas) to the manufacturing sector (urban areas) met the demand 
for labour in the manufacturing sector in order to accomplish rapid economic growth. 
The period during 1990s shows tremendous economic growth in all regions. However, 
because the economic structure in the more developed states was ready to "take off', 
rapid growth was more apparent in those areas. Furthermore, limited resources (capital, 
labour, technology and government expenditure) for distribution to all regions caused 
the concentration of resources in the more developed states, meaning that regional equality 
had to be sacrificed in order to promote maximum national growth. 
In the long term, policy-makers need to think of ways and means to distribute these 
limited resources and increase the comparative advantage of the less developed states, 
This study has provided a series of recommendations about how this might be done in 
order to overcome the problem of long-standing "less developed states remains less 
developed' in Peninsular Malaysia. 
ENDNOTES 
1 ~ ~ ~ o g r a p h i c  transition theory leads to the expectation that the early stage of fertility transition 
is led by social innovators - those who wish to have fewer children or who have knowledge of an 
access to the means of reducing fertility (Hirschman & ~ u i s t  1990:138). More education may 
lead women to purchase better nutrition and more pediatric care (Panis & Lillard 1995:475). This 
interaction of education and fertility by ethnicity offers a possible interpretation of the different 
ethnic trends in fertility -an interactive effect of ethnicity and education on fertility (Hirschman 
1986:178). According to demographic transition theory, the socio-economic and demographic 
change that have occurred in Malaysia should have led to a substantial and sustained fertility 
decline. Similar changes have been noted, in South Korea, Hong Kong, Thailand, Taiwan and 
Singapore (Leete 1989: 58). 
?By socio-economic status, Malays are disadvantaged in several ways. First, rural-urban differences 
in opportunities (especially education) mean that the rural character of the Malays tends to limit 
their social status. Second, ethnic differences by occupation, income and education are present 
within urban and mral areas. The Chinese have, on the average, the highest level of socio-economic 
status of the three groups with the Malays having the lowest (Bach 1981:508). The Chinese and 
Indian fertility rate declined by 60 percent whilc for the Malays, it was 23 percent (Hirschman 
1986). About 30 percent of the overall fertility decline of Malay and Indian and 90 percent of the 
Chinese women was due to marital postponement for women in their 20s (Hirschman and Guest 
1990; Leete 1989). Education of females appears to be most salient - higher educational attainment 
leads to lower fertility (Hirschman 1980; 1986). Percentage of population (6-19 years) enrolled 
in school increased from 84 percent in 1980 to 88 per cent in 1991 for the male population. and 
from 7 1 percent to 80 percent for the female population. In terms of ethnic groups, it was 84 per 
cent for Bumiputeraethnic group. 87 for Chinese and 88 for the Indians (General Report Population 
Census of Malaysia, 199 1, p. 105- 109). 
'Because majority of the population in the less developed states was Malays. 
4Total dependency ratio = [(population aged 0- 1 5+population aged 65 and over) I (population 
aged 15-64)] x 100 
'Young age-dependency ratio = [(population aged 0-1 5) I (population aged 15-64)] x 100. 
'Old ape-dependency ratio = [(population aged 65 and over) 1 (population aged 15-64)] x 100. 
'Push and pool factors. was mainly discussed in by Todaro (1976), and Harris and Todaro (1 970) 
in the migration theory. 
T o r  instance, reduction in international demand, the sport-market price of Rubber Smoked Sheet 
(RSS) dropped from RM280 per kilogram in January 1974 to only RM0.97 in November 1974 
(Stubbs, 1983, p. 86). 
9Return-migration not only happens in the developing countries. In the United States, 13 per cent 
of the out-migration will return to their homes (DaVanzo, 1983); 87.5 per cent in Zambia (Ogura, 
1991). 
"'In the 1991 Census, urban areas were defined as gazetted areas with their adjoining built-up 
areas: which had a combined population of 10.000 or more. Built-up areas were defined as areas 
contiguous to a gazetted area and having at least 60 per cent of their population (aged 10 years or 
more) engaged in non-agricultural activities and at least 30 per cent of their housing units having 
modern toilet facilities. In the 1970 and 1980 censuses, the urban definition was only restricted to 
the gazetted areas with a population of 10,000 and more (General Report Population Census of 
Malaysia, 1991, Vol.1, p. xvii. 29). 
"Poverty in Malaysia is primarily a rural phenomenon. Within each ethnic group, rural residents 
are more likely to be poor. Rural Malays and rural Indians are the two most poverty-prone 
subgroups; in both rural and urban subsets, Chinese are the least poverty-prone (Kusnic & DaVanzo. 
1982, p. 25). 
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